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TAIWAN'S KEY ECONOMIC INDICATORS 


All values in USS million 
unless otherwise indicated 
% Change 


Exchange Rate: US$l1=NT$36.00 1977 1978 1979 1980 *78/77 79/78 80/79 


(Prelim) (Fore.) 


INCOME, 


INVESTMENT, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 
GNP at Constant 1976 Prices 
Per Capita GNP,Current Prices 
Median Family Income (US$) 
Exports of Goods & Services 
Exports Share of GNP (%) 
Fixed Investment 
Fixed Investment's Share 
of GNP (%) 
Foreign Investment Approvals 
Marginal Capital/Output Ratio 
Indices: (1976-100) 
Industrial Production 
Mining 
Manufacturing 
Public Utilities 
Housing Construction 
Agricultural Production 
Crops 
Forest 
Livestock 
Fishery 
Industrial Wage 
Labor Productivity 
Labor Force (1,000 Persons) 
Unemployment Rate (%) 


MONEY AND PRICES 
Money Supply 
Secured Loan Rate 


Indices (1976=100) 
GNP Deflator 
Wholesale Prices 
Urban Consumer Prices 
Import Prices 
Export Prices 


22,551 
21,242 
1,354 
2,980 
11,201 
49.7 
5,889 
26.1 


164 
2.85 


112.9 

97.0 
112.9 
111.0 
124.7 
104.0 
101.9 

81.4 
113.7 
109.1 
117.8 
102.4 
6,030 

2.27 


4,933 
10.50/ 
12.50 


106.16 
102.76 
107.04 
103.35.. 
102.63 


26,887 
24,184 
1,584 
3,689 
14,371 
53.5 
7,061 
26.3 


213 
1.97 


141.0 

97.3 
142.6 
129.2 
153.2 
102.1 

97.0 

78.8 
118.6 
112.6 
135.8 
127.4 
6,333 

2.69 


6,613 
10.50/ 
14.50 


111.18 
106.39 
113.22 
104.75 
109.55 


32,148 
25,974 
1,858 
4,300 
17,597 
54.7 
8,953 
27.9 


329 
3.57 


153.4 

96.2 
153.7 
140.5 
195.1 
104.7 

98.2 

67.4 
129.4 
116.4 
163.5 
327.1 
6,507 

2.21 


ew FA 
13.50/ 
14.50 


123.77 
121.11 
124.26 
121.86 
122.64 


38,800 
27,270 
2,200 
5,100 
20,560 
53.0 
10,080 
26.0 


250 
3.60 


164.9 

97.0 
165.1 
155.0 
230.2 
106.0 

99.0 

60.0 
140.0 
119.0 
196.0 
133.0 
6,700 

2.20 


8,136 
13.50/ 
14.50 


142.34 
145.00 
141.66 
152.00 
141.00 
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All values in US$ million 
unless otherwise indicated 


Exchange Rate: US$1-NT$36.00 


BALANCE OF TRADE AND PAYMENTS 


Balance cf Payments (Basic) 
Balance of Trade 
Exports, FOB, Current Prices 
Imports, CIF, Current Prices 
Oil Share 
Exports, FOB, 1976 Prices 
Imports, CIF, 1976 Prices 
Net Gold & ForEx Holdings 
External Public Debt 
(Incl. undisbursed) 
Debt Service Ratio 
rts to U.S., FOB 
Machinery 
Garmert 
Quantity (1,000 MT) 
Plastic Footwear 
Quantity (Mil. Pairs) 


1977 


1,016 

850 
9,631 
8,511 
1,249 
9,121 
8,235 
3,569 
3,834 


6.30 

3,636 
291 
628** 
(68) ** 
325** 
(138) ** 


Radios and Cassett Recorders 322** 


Quantity (1,000 pcs) 
Handbags 

Quantity (1,000 MT) 
Black and White TVs 


(9,291) *% 
126 
(43) ** 
159 


1978 


2,011 
1,660 
12,687 
11,027 
1,587 
11,581 
10,527 
5,697 
4,348 


6.68 
5,010 
455 
795 
(75) 
346 
(123) 
279 
10,380) 
206 
(67) 
192 


1979 
(Prelim) 


550 
1,330 
16,103 
14,774 
2,176 
13,130 
12,124 
5,625 
5,076 


6.34 
5,652 
609 
805 
(66) 
379 
(120) 
311 
(9,858) 
244 
(65) 
211 


1980 


(Fore. ) 


0 
1,000 
20,000 
19,000 
3,230 
14,184 
12,500 
5,630 
5,500 


6.50 
6,600 
726 
nea. 


% Change 


78/77 79/78 80/79 


104.8 -73.6 
95.3 -19.9 
35.5 26.9 
29.6 34.0 
Mth 2 SIL 
27.0 13.4 
27,8° 35.2 
59:6. =-l.3 
13.4 15.0 


37.8...12.8 
56.4 33.9 
27.4 1.3 
(10.3) (-12.0) 
6,5... dan 
(-10.9) (-2.4) 
-13.4 11.4 
(11.7) (-5.0) 
63.5 18.5 
(55.8) (-3.0) 
20.8); 99 


Quantity (1,000 pcs) (2,814)** (3,370) (3,555) (19.8) (5.5) 
Color TVs 63 166 97 163.5 -41.6 
Quantity (1,000 pcs) (369) ** (667) (325) (80.8) (-51.3) 
Plywood 101 173 190 : 11.3 $n 
Quantity (1,000 M3) (400) ** (638) (454) (59.5) (-28.8) 
Furniture 64 89 121 ah 393°. 36.0 
Quantity (1,000 MT) (58) ** (68) (77) (17.2) (13.2) 
Toys 90 132 169 ; 46.7 28.0 
Quantity (1,000 MT) (30)** (40) (44) (33.3) (10.0) 
Others 1,467 2,177 2,516 : 48.4 11.6 
Imports’ from US, CIF 1,964 2,376 3,381 23.0. 62.3 
Chemicals 152 174 519 14.5 198.3 
Machinery 371 354 462 -4.6 30.5 
Electronic/Electrical Goods 240 319 382 ‘ 22.9 -13,8 
Transportation Equipment 112 159 221 42.0 39.0 
Soybeans, Corn and Wheat 405 mm 523 734 29.1 40.3 
Quantity (Million MT) (2.28)** (3.17) (3.96) (39.0) (24.9) 
Cotton 146 164 144 n.a. 12.3 -12.2 
Quantity (1,000 MT) (97)"* (124) (106) (27.8) (-14.5) 
Others 538 683 919 n.a. 27.0 34.6 ma. 


* Exchange rates per US dollars are NT$38 for 1977 and NT$36 for 1978 and 1979. 


** Trade data with double stars are based on Chinese tariff schedule classification, 
otherwise on Chinese commodity code classification. 
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SUMMARY 


Taiwan's Gross National Product (GNP), in 1979 grew 7.4 percent in real terms, with 
11.3 percent inflation. In 1980, the figures are apt to be 5 percent growth and 15 
percent inflation. Investment as a percentage of GNP rose to 27 percent in 1979 and 
will only be marginally lower in 1980. Labor increased its real wages by 12 percent in 
1979, but will be fortunate to have any positive real growth in 1980. The average 
manufacturing wage is now about $1.06 per hour, and median family income is $4,300. 
Unemployment is less than 3 percent, and is unlikely to exceed that this year. 
Construction activity in 1979 was extremely strong, rising 27 percent above 1978. The 
structure of industry over the next decade is slated to shift from a labor-intensive one 
to one which is both capital and technologically more intensive. 


The new 10-year Development Plan stresses that the "technology-intensive" industries 
are now much more energy-efficient than the average manufacturing industry now in 
operation. A massive shift to nuclear energy is also being undertaken. Even so, by 1989 
Taiwan will have to import almost twice as much oil as it now imports. Oil will 
continue to account for 20 percent of Taiwan's imports for the rest of the decade. The 
United States share of Taiwan's imports in 1979 was about 23 percent, and is expected 
to rise to 25 percent over the next couple of years. By the end of the decade, the U.S. 
will possibly be absorbing about 25 percent of Taiwan's exports. In 1979 the figure was 
fully 35 percent, down from 39 percent in 1978. Taiwan is now selling more to Asia and 
OPEC than before, and has begun to sell to Eastern Europe as well. Financially, Taiwan 
is sound. The break in formal relations with the United States in 1979 and the break 
with the International Monetary Fund (IMF), in 1980 has had no measurable effect 
upon Taiwan's credit worthiness or upon the desire of foreigners to make direct 
investments and syndicated loans to the island. 


CURRENT ECONOMIC SITUATION AND TRENDS 


GNP Growth 


In 1979, the unadjusted current value of GNP was 19.5 percent above its 1978 level. 
However, with inflation at a level of 11.3 percent, real GNP grew only 7.4 percent. 
This was below 1978's real growth of 13.9 percent and moderately below the long-run 
average of 9 percent. No other non-oil exporting country grew as fast. 


In the first three months of 1980, the rate of GNP growth has dropped a bit lower, to 
about 7 percent. It is expected to remain at the level through the middle of the year. 
What happens to Taiwan's economy in the second half of 1980 will be dependent upon the 
rate of economic growth in Japan and the United States. In any case, it is expected 
that Taiwan's economy will grow more rapidly than any other non-oil exporting country, 
and at least twice as fast as the average OECD economy. Except under the most 
pessimistic forecasts for the world's future, it is difficult to see how Taiwan's growth 
for the year could be less than 4 percent, and is more likely to be around 5 percent. 


Given less optimistic expectations for investment this year than last (as described in a 
later section of this report) it is expected that the division of the economy between 
investment and consumption will favor the latter in 1980. Consumption will, perhaps, 





account for 74 percent of GNP, up from 72 percent in 1979, while gross domestic 
fixed-capital formation (GDFCF) will account for 26 percent. The Ten-Year Economic 
Development Plan for 1980-89, which was released in April 1980, forecasts GDFCF plus 
inventory investment to expand by about 35 percent a year over the decade. With 
GDFCF significantly below that target in 1980, Taiwan will have to work very hard to 
realize rates even higher than 35 percent in the remaining years of the plan. 


Labor 


While labor will not have to dip into past savings to maintain historic levels of 
consumption, a larger percentage of current wages in 1980 is apt to go for consumption 
than in the past couple of years.’ Although wages are expected to average 16 percent 
more in 1980 than 1979, the real increase in the average wage will be much less than in 
1978 *or 1979. In each of those years, real wages rose an average of more than 12 
percent. In 1980, the real rise will probably not average more than 4 percent and could 
easily be below 1 percent. 


The average hourly wage in Taiwan, including standard benefits, is now about $1.05. By 
the end of the year it will probably be around $1.20. Median family income is, at 
present, about $4,300 versus about $19,000 in the United States. At year's end, median 
family income will be about $5,000. The average family has approximately five 
members of which there are usually two people working. (Statistically, the average 
family has 1.8 people working.) 


Unemployment, less than 3 percent for many years, has not been a problem. Many of 
the unemployed are recent school graduates, and the average period of unemployment is 
less than one month. As economic growth slows this year, unemployment might reach 3 
percent, but more than that is difficult to foresee. 


On the labor front, businesspeople are a bit worried about new regulations on technical 
training that are about to go into effect. These regulations would, reportedly, require 
more than on-the-job training. Training of between six months to one year would have 
to be given to ten percent of the employed labor force, and at least 0.5 percent of total 
wage compensation would have to be earmarked for the training. The proposed penalty 
for not meeting the training targets would be a fine equal to 2 percent of total wages. 
U.S. exporters are concerned because they cannot forecast needing numbers of highly 
trained people and of the administrative problems implicit in handling the program. 


Investment 


During the last twenty years, construction activity and other capital formation in 1979 
was an important determinant of growth. Gross domestic fixed-capital formation 
(GDFCF), according to the general GNP deflator, grew in real terms by about 14 
percent. The private sector was particularly active in GDFCF in 1979, with 
investments in real terms growing by about 21.4 percent. Publicly-owned enterprises 
expanded their fixed investment activities in real terms by about 13.5 percent, while 
the public sector per se actually decreased its rate of construction activity by about 0.6 
percent. As a percentage of GNP, gross domestic fixed-capital formation rose from 
26.3 percent in 1978 to about 27.9 percent in 1979. In absolute terms, GDFCF in 1979 
totaled $9.0 billion. 





Foreign investment in Taiwan's economy, small in terms of total GDFCF, grew strongly 
in 1979. According to balance of payments statistics inflows of foreign exchange 
specifically for direct investments amounted to $143 million or 1.6 percent of GDFCF. 
This sum represented an increase of more than 25 percent over the figure for 1978. 
Furthermore, approved applications from foreigners for investments to be financed 
from all sources (i.e. local bank loans, retained earings, fresh foreign exchange inflows, 
ete.) amounted to $329 million in 1979, or 32 percent more than approved in 1978. 


Given the high rate of GDFCF in 1979, and in anticipation of some slowing of worldwide 
economic growth in 1980, total private sector investment in Taiwan in 1980 in constant 
dollar terms is not apt to be as large as it was in 1979. Indeed there will be many 
private projects begun in earlier years that will be completed in 1980, but there is a 
distinct slowdown in the initiation of new projects. Furthermore, the public sector, 
including publicly-owned enterprises, is unlikely to be able to increase its tempo of 
construction sufficiently for aggregate GDFCF in 1980 (in real terms) to be larger than 
it was in 1979. In current terms, however, aggregate investment in plant and 
investment, i.e. fixed investment, will rise by about 12 percent. 


Industrial Production 


Taiwan's industrial growth over the last year has been much slower than usual. The 
index of industrial production rose only 8.8 percent, compared to an average rise over 
the last decade of about 13 percent a year. The industrial sector, according to Taiwan's 
definition, includes mining, manufacturing, construction, and public utilities. It was 
slowed by a weak expansion of manufacturing, but was buoyed up by a strong rise in 
construction. The index for manufacturing rose only 7.8 percent, compared to an 
average 15 percent for the period 1969-79. Construction activity, as mentioned earlier, 
rose 27.4 percent in 1979. Public utilities, mainly electrical output, grew 8.9 percent. 
Mining experienced another decline in real output of about 1.1 percent. Within the 
manufacturing sector, major industries recorded the levels of growth shown in Text 
Table I. 


In the future, the structure of manufacturing is slated to change significantly. 
According to the Ten-Year Plan for 1980-89, released in early 1980, there will be a 
shift away from labor-intensive and energy-intensive industries to ones which are 
simultaneously capital-intensive, technology-intensive, and energy-efficient. 
Historically, Taiwan's development plans have been incredibly accurate. It is expected 
therefore, that much of what is proposed in the new plan will be accomplished. 


Text Tables II and Ill are on the following pages. They show the new Plan's projections 
for the manufacturing sector. Those industries marked with an asterisk (*) are 
considered large users of oil and, hence, have lower growth rates than the average. 
Those under the High-Technology heading are considered energy-efficient and have 
higher than average projected growth rates. The High-Technology industries reportedly 
only use 21.4 kilowatts of electricity to produce one million NT dollars worth of 
output. That is one third the average for all manufactures. Direct petroleum 
consumption in the technology intensive sector is also very low; i.e., 1.2 kilolitres per 
million NT dollars of output, or just one-eleventh of the average for all manufacturing. 





The Energy Situation 


In 1979, Taiwan imported 99 percent of its-oil needs, and 31 percent of oil consumed in 
Taiwan went to the production of electrical energy. Oil-fired generators accounted for 
55 percent of all electrical generation. That picture is, however, beginning to change. 


Since the first worldwide oil crisis in 1973-74, Taiwan has decided to put increasing 
reliance upon nuclear energy. Presently two nuclear generators at one site are 
operating and four more units at two additional sites are under construction. By 1989, 
at least eight generators will be operating and another eight to twelve will be under 
construction. At present, nuclear energy accounts for only 14 percent of electrical 
output. By 1989, it should account for 31 percent. 


Taiwan is also turning to coal-fired plants as an alternative to oil. By 1989, over 30 
percent of electrical generation will be from coal, permitting the share of electricity 
produced by oil-fired plants to drop below 30 percent. To meet the target for 
coal-fired electricity, imports of coal will total about 30 million tons in 1989 versus 
only 3 million in 1979. Hydroelectric power, although slated to double in size over the 
coming decade, will only account for 9 percent of electrical production in 1989, down 
from a share of 11 percent at present. Total electrical output in 1989 will exceed 126 
billion kilowatt hours, or 3.5 times the level of 1979. 


Given the high cost of oil and the long period needed to bring substitute fuels on 
stream, Taiwan, as previously mentioned, has made plans to deemphasize the growth of 
industries in the 1980's which will require the use of a great deal of oil or electricity. 
Accordingly, chemical, petrochemical, cement, glass, and related industries have 
targeted growth rates of less than ten percent per annum in real terms. On the other 
hand, the technology-intensive industries will grow by more than 13 percent per annum. 
Through this changed emphasis in manufacturing's growth, Taiwan hopes to reduce its 
growth in the consumption of energy from a current rate of 1.44 percent for each 1.0 
percent growth in GNP to just 1.04 percent by 1980. As a result, the coefficient for the 
income elasticity of demand for energy should drop from 1.44 to 1.04. 


Even though Taiwan is undertaking energy-efficient development and shifting out of 
oil-generated electricity, the sheer size of Taiwan's expected economic growth will 
require it to increase its daily import of oil from the present 380,000 barrels to about 
650,000 barrels in 1989. If domestically-produced oil does not increase as expected, 
1989's daily imports could easily exceed 700,000 barrels a day. 


In Taiwan's share of imports, oil presently accounts for 20—22 percent. That share is 
expected by Taiwan's planners to remain constant throughout the decade even though 
during the decade past the average share was closer to 12 percent. As a percentage of 
GNP, oii is slated to rise dramatically. In 1979, it accounted for only about 11 percent 
of GNP, but by 1989 when total imports will account for an estimated 80 percent of 
GNP, oil may account for as much as 18 percent of GNP. Taiwan expects the 
international price of oil to rise by an average 16 percent a year through 1989. 


Inflation 


The best measure of overall inflation, the "GNP Deflator," reached the unusally high 
level of 11.3 percent in 1979. As imports account for nearly 50 percent of GNP, Taiwan 





cannot help but experience inflation along with the rest of the world. Since 1955, 
Taiwan's domestic prices have responded to import price increases with about a 
one-year time lag. When the rate of increase in the M-1 money supply has been kept in 
proper proportion to the rate of increase in GNP, the ratio of domestic-price increases 
to import-price increases has been about 0.91; i.e., for every one percent increase in 
imported prices, domestic prices have gone up 0.91 percent the following year. 
Therefore, as 1978's import prices were about 6.3 percent above 1977's inflation in 
Taiwan in 1979 could have been predicted to be at least 5.7 percent. 


Another important determinant of domestic inflation is the amount of increase in the 
money supply. From historical evidence it appears that Taiwan can increase its M-1 
money supply (i.e., currency, plus checking and demand deposits) about 1.8 times as fast 
as real GNP. Thus, if GNP rises 10 percent, the money supply can usually rise about 18 
percent without causing any inflation; however, for each percentage point above 18 
percent there seems to be a percentage point added to inflation in the following year. 
Following this type of reasoning, and noting that GNP rose about 14 percent in 1978, 
M-1 could have risen about 25 percent without any inflationary impact on 1979 prices. 
However, in 1978 the average amount of M-1 outstanding over the year was about 31 
percent larger than it had been in the preceding year. Consequently, 1978's large M-1 
increase probably caused about 6 percent inflation in 1979's economy; i.e., 31 percent 
minus 25 percent equals 6 percent. Adding together the inflation caused by rising 
import prices and the inflation caused by excessive M-1 increases, it is possible to see 
why Taiwan experienced inflation in 1979 in excess of 10 percent. 


Looking into 1980, and focusing upon the same two major determinants of inflation, plus 
the levels of wholesale and consumer prices in the first four months of this year, it is 
forecast that Taiwan will experience inflation in the range of 12 percent to 18 percent, 
as measured by the GNP deflator. The forecast is based on the following considerations: 


(1) As Taiwan's real GNP grew about 7.4 percent last year, its M-1 money supply 
could have grown 1.8 times as fast or about 13.3 percent without endangering 
1980 with inflation. However, M-1 during 1979 was on the average 18.3 
percent greater than it was the preceding year; thus, excessive M-1 growth in 
1979 probably will be causing about 5 percent inflation in 1980. 


Import prices in 1979 averaged about 5.4 percent more than they did in 1978, 
so domestic prices in 1980 will probably respond to that stimulus with a rise 
of about 4.9 percent;, i.e., 5.4 percent times .91 equals 4.9 percent. ; 


Adding together the stimuli of excessive M-1 growth and imported inflation, 
an estimate is obtained of a minimum 10 percent inflation in Taiwan in 1980. 


However, that minimum seems too low given the levels to which wholesale 
and consumer price indexes rose in the first four months of 1980. In those 
first four months, the consumer price index averaged 11.2 percent higher 
than the average index for the entire year of 1979, and wholesale price index 
averaged 16.4 percent higher. As the GNP deflator usually falls close to the 
mid-point between the two price indexes, it is estimated now at around 13.8 
percent. 





Stated otherwise, prices will actually have to fall below their average for the first four 
months of the year for the 1980 annual GNP deflator to be pushed below 13.8 percent. 
However, there have been significant international and domestic oil price increases in 
late Spring, and electricity prices are slated to rise by early Summer, it is expected to 
be more likely for prices to climb a bit more, rather than to fall. 


(5) Seconding the belief that inflation will be greater than just the 10 percent 
level implied by past import-price and M-1 pressures, are the facts that (1) 
labor wages rose 25 percent in 1979 and another 15 percent in early 1980; (2) 
interest rates still remain below the expected rate of inflation; (3) consumers 
to some extent are still trying to buy more before prices go up more; and (4) 
the reaction time to foreign price increases seems to be speeding up. 


As stated earlier, it is believed that the GNP deflator for 1980 will end within the range 
of 12—18 percent, with the midpoint of that range, 15 percent, being the most likely 
settling point. On a slightly more optimistic note, it is expected that prices will peak in 
June 1980, and will remain flat for the rest of the year. The flattening is expected as 
potential export sales to the United States in the last half year are expected to be quite 
slow by businesspeople . U.S. exporters in Taiwan are now discussing various strategies 
for reducing labor expenses if output has to be cut; so far, most are not talking of 
lay-offs but of operating on four instead of six-day weeks. Whether or not there is a 
down-turn in production and employment, its mere expectation should help to keep 
prices in the second half from rising significantly. 


Interest Rates 


Given present and expected rates of inflation, the likelihood of Taiwan's interest rates 
falling very much in the coming months is not foreseen. If adjustments are made, they 
will probably happen no earlier than midsummer. To trigger reductions in Taiwan's 
rates, there will have to be a significant moderation in inflation and a couple of months 
of low interest rates on U.S. dollars in both New York and abroad. In the table that 
follows, the rates now in effect in Taiwan are listed: 


Interest Rates 
Maximum Minimum 


Unsecured Loans 
3-12 months 14.75 14.25 
Above 12 months 15.25 14.75 


Secured Loans 
3-12 months 14.00 13.50 
Above 12 months 14.50 14.00 


Discounts 12.50 12.00 
Loans for Exports 10.50 
It should be noted that Taiwan has had higher interest rates than the United States for 


most of the last year. This situation is most unusual, New York usually has the higher 
rates. Taiwan would like to see the norm reestablished, so that it will tend to attract 
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funds rather than act as a source of capital for others. However, as long as Taiwan 
continues to have current account surpluses, it is difficult to see how Taiwan can 
maintain relatively high interest rates without putting heavy pressure on the NT dollar 
to appreciate via-a-vis other currencies. 


Trade and Foreign Economic Relations 


Undoubtedly the most important determinant of Taiwan's economic growth over the last 
twenty years has been the pull of foreign demand for Taiwan's exports. In terms of 
constant 1971 prices, Taiwan's exports between 1960 and 1978 grew at a compound rate 
of 20 percent per annum. The fall in that real growth in 1979, to a level of 13.4 
percent, is one of the major reasons that GNP growth was so much below average. The 
dim outlook for stronger export growth in 1980 brings the conclusion that GNP growth 
this year will probably be as low as previously estimated, around 5 percent for the year. 


In order to reduce the impact on its economy of a downturn in the United States' 
demand for its products, Taiwan is diversifying its markets. OPEC members are a 
prime target in this diversification program, because they are the countries with the 
stronger balances of payments. However, another group of countries targeted to 
receive more of Taiwan's exports are the east European nations. 


Until late 1979, Taiwan's businesspeople were forbidden to trade with any Communist 
countries. Now they are permitted to trade directly with Yugoslavia, Czechoslovakia, 
Hungary, and Poland. They are allowed to trade through third parties with Romania, 
Bulgaria, Albania and the Soviet Union. At present, trade consists largely of man-made 
fibers and other textile inputs from Taiwan, and coal and some machinery from Eastern 
Europe. 


Officially, Taiwan prohibits all trade with the People's Republic of China. However, it 
is well known, and discussed in the international press, that Hong Kong traders have 
bought a number of goods in Taiwan — again largely textile inputs — and resold them on 
the mainland. Furthermore, in mid-1979 Taiwan eliminated prohibitions on a number of 
imports from Japan, Korea, Hong Kong, Singapore, and Malaysia which are known to be 
produced almost exclusively in China. These movements indicate there is a basic 
compatibility between the two economies which could permit a mutually profitable 
expansion of trade should a political thaw occur. 


On a worldwide basis, Taiwan's major exports are still primarily labor-intensive 
consumer goods. As shown in Text Table IV, textiles are still the number one export, 
followed closely by electronic goods. These same products are Taiwan's leading exports 
to the United States, as shown in the Key Economic Indicators of this report. 


Trade with the United States 


As shown by Key Economic Indicators, the pattern of trade with the United States has 
not changed significantly in the past couple of years, and is not expected to in the 
immediate future. Over the coming decade, however, one can expect there will be a 
gradual shift in the composition of Taiwan's exports to the United States which will 
reflect the shift in worldwide exports. A smaller percentage of goods will be low-cost 
consumer textiles and consumer electronics. High fashion textiles, electronic 
components and computer electronic equipment, and more machinery and household 
appliances will be large ticket items in Taiwan's 1989 sales to the United States. 


a 





One of the aspects of the Taiwan-U.S. relationship which did have a noticeable change 
in 1979 was the portion of Taiwan's total exports going to the United States. That 
portion was nearly 40 percent in 1978, but was down to 35 percent in 1979. Gradually 
over the decade, Taiwan hopes to reduce its share of exports going to the United States 
to something below 25 percent. If it realizes this target, the value of Taiwan's exports 
to the United States in current terms in 1989 will be about $50 billion, and imports will 
be about $49 billion. Stated otherwise, Taiwan expects to have a trade surplus with the 
United States through the decade, but one which will decline significantly in both real 
terms and as a percentage of total two-way trade. At present, the surplus is equal to 
about 24 percent of two-way trade, whereas in 1989 it is expected to be only 1 percent. 


In 1979, the United States exported more than $1 billion of agricultural goods to 
Taiwan. The 1980 total will again be over $1 billion. Taiwan will remain one of the 
larger markets for U.S. agricultural exports through the decade. However, as a 
percentage of total exports to Taiwan, agricultural products will probably decline 
steadily. 


The real growth markets for U.S. exports to Taiwan will be inputs for those industries 
which are expanding most strongly in Taiwan, e.g, inputs for electronics, precision 
instruments, general machinery, trucks, autos, and steel. Taiwan will also be a good 
market for selling technological information, licensing agreements, financial services, 
and marketing expertise. It is quite likely that the sale of such services — which will 
undoubtedly be closely linked to investment ventures in Taiwan's demonstrably safe and 
improving economic environment — and the repatriation of profits by American 
investors in Taiwan during the latter half of the decade will completely offset Taiwan's 
surplus on the trade account. If so, the United States could well have a small surplus on 
the bilateral current account. 


U.S. - Taiwan Financial Relations 


With the strong likehood that there will be balance in the U.S. bilateral current account 
toward the end of the decade, whatever financial arrangements are entered into on the 
capital account will actually represent an exchange of assets and mutual portfolio 
diversification. Such diversification should give Taiwan's financial market more 
stability and permit it to develop more depth. There is great potential for growth in 
such financial diversification, stablization and deepening; but it is also believed that 
this potential will only be realized if Taiwan permits American-owned banks to 
participate more fully in normal banking activities in Taiwan. Similarly, Taiwan's banks 
need to expand their direct participation in American money markets. 


If American banks were permitted to accept NT dollar time deposits which current 
policy prohibits, they would be able to contribute to the development of a term-loan 
market on Taiwan for funding of plant and equipment purchases. If American banks 
were permitted normal access to the Central Bank's rediscount facilities, they could 
better adjust their portfolios to meet the changing needs of Taiwan's development. With 
minor adjustments to foreign exchange regulations, U.S. banks could offer merchant 
banking services and would undoubtedly be able to improve the terms, conditions and 
amounts of funds lent to Taiwan's borrowers. And by expanding the range of services 
which they could offer in Taiwan, American banks would, automatically, contribute to 





the development of Taiwan's economy through the training of personnel who, in the 
normal course of time, would circulate through both the private business sector and the 
indigenous banking sector. At the same time, with official controls on the amount of 
capital which American banks can bring into Taiwan, it is highly unlikely that 
collectively they would ever control more than 4 or 5 percent of the market. At the 
present time, capital restraints would prevent them from controlling even 3 percent of 
deposits were they immediately given the right to accept time deposits. 


Taiwan's banks should also be encouraged to set up more branches in the United States. 
At present there is only one bank from Taiwan, the International Commercial Bank of 
China, which operates in Chicago. If Taiwan opened more branches, the names of 
Taiwan's banks and their credit ratings would become better known. They would then 
be able to gain better access to U.S. funds, and they would be better positioned to 
manage Taiwan's sizeable and growing assets on deposit in American institutions. 


Recent Developments 


The break in formal diplomatic relations between the United States and Taiwan, which 
occurred at the end of 1978, had no significant effect upon Taiwan's economic 
stability. While there was a very small and short-lived outflow of capital that might 
have been related to the break, foreign investment over the year was stronger than 
ever. As previously discussed, domestic investment was, also, at an all-time high, 
unemployment remained very low, real wages rose 12 percent, and GNP growth was one 
of the best in the world. 


In April 1980, Taiwan lost the China seat in the International Monetary Fund to the 
People's Republic of China. In May, it lost the one in the World Bank. At present, no 
deleterious effect on. Taiwan from these losses has been detected. Private bankers 
voice strong support for lending to Taiwan, pointing to Taiwan's trade account, to 
Taiwan's low debt-service ratio, and to Taiwan's large net holdings of foreign assets as 
the underpinnings of its credit rating. 


To underline bank confidence in Taiwan, three additional American banks have recently 
opened branches in Taipei, and another one has opened a representative office. There 
are now eleven American banks with branches and five with representative offices in 
Taiwan. Furthermore, five European banks have been granted permission to open 
branches, and another four have pending applications. 


With rates of return on capital which appear generally to be in the vicinity of 20 percent 
per annum, most American businesspeople in Taiwan are confident that they will more 
than earn back all that they have invested in Taiwan. To advise businesspeople 
contemplating investments in Taiwan, the American Chamber of Commerce maintains 
offices in Taipei. The Overseas Private Investment Corporation (OPIC), an organization 
established by an act of Congress, also, offers insurance for firms investing in or 
financing projects in Taiwan. 





ACTUAL REAL GROWTH OF MANUFACTURING 
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TEXT TABLE II 
i/ 
PROJECTED REAL GROWTH OF MANUFACTURING 


US$ Million at 1979 Prices Annual % Growth 
1979 ‘1984 1989 80-84 85-89 80-89 


High-Technolegy Products 


Transportation 1,968.6 
Telecommunication 1,688.4 
Electrical & Electronics 1,110.2 
Machinery 1,163.2 
Hsld Applicances 587.2 


Sub-Total 6,517.6 12,480.1 


Metals and Minerals 


Iron & Steel 951.4 
Other Metals 1,581.9 
Other Minerals* 938.2 


Sub-Total 3,471.5 
Chemical and Petrochemical” 


Petroleum Products 663.8 946.7 
Petrochemical Feed-stocks 262.9 462.5 
Man-Made Fibers 541.3 846.7 
Plastic Materials 204.5 376.0 
Plastic Products 679.6 1,043.6 
Other Chemicals 1,249.1 1,831.9 2,689.3 
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Sub-Total 3,601.2 5,507.4 7,930.7 
Other Industries 

Processed Foods” 1,899.4 2,489.5 3,028.9 

Textiles 1,949.9 2,859.6 3,915.7 

Lumber and Wood Products 439.0 559.3 696.9 

Other 755.8 1,439.9 2,589.9 

Sub-Total 5,040.1 7,348.3 10,231.4 
Total Manufactured Product 13,801.3 22 ,844.8 36,802.6 


* These industries absorb large amounts of energy. 


1/ All dollar values represent the “value added" by the industry, as is required 
for GNP calculations. The values do not indicate the value of sales. 





TEXT TABLE III 


THE CHANGING STRUCTURE OF MANUFACTURING 


% Share of Manufactured Product 


1979 1984 1989 


High-Technology Products 


Transportation 
Telecommunication 
Electrical & Electronics 
Machinery 

Hshld Appliances 


Sub-Total 

Metals and Minerals 
Iron & Steel 
Other Metals 
Other Minerals 
Sub-Total 

Chemical and Petrochemical 
Petroleum Products 
Petrochemical Feed-stocks 
Man-Made Fibers 
Plastic Materials 
Plastic Products 
Other Chemicals 
Sub-Total 

Other Industries 
Processed Foods 
Textiles 
Lumber and Wood Products 
Others 
Sub-Total 


Total Manufactured Product 





TAIWAN'S EXPORTS TO WORLD 


Lo 7.8 I979 
US$ Mil. (%) USS Mil. (%) 


Textiles 3,195 (25°52) 3,897 (24.2) 


Garments 2, 557 (12.3) 1,784 (11.1) 
Fibers, Yarns 

and fabrics 804 (6.3) 1,082 (6.7) 
Others 834 (6.6) r,,031 (6.4) 


Electronic/Electrical 2,013 (15.9) 2,635 (16.4) 


TVs ' 472 (2 <2) 479 (3.0) 
Radios & Recorders 444 (3.5) 616 (3.8) 


Others 1,097 (8.7) 1,540 (9.6) 
Machinery 1,033 (8.1) 1,413 (8.8) 
Plywood & Furniture 880 (6.9) 1,180 (7:23) 
Plastic Products 449 (3.57 606 (3.8) 
Footwear 773 (6.1) 946 (5.93 
Basic Metals 322 2.65) 583 (3.6) 
Others 4,022 CSET) 4,843 (30.1) 

Total: 12,687 (100.0) 16,103 (100.0) 


The pattern of Taiwan's exports can be expected to change quite a 
bit over the coming decade. As Taiwan develops its capital-inten- 
sive and higher technology industries, as previously discussed, 
the output of these industries will be exported. Probably the 
fastest growth in exports will occur in electronic components and 
general machinery. Ships, steel, and products made of steel may 
also become fairly important earners of foreign exchange. 


On the import side, oil is expected to continue to account for 
about 20% of the value of all imports. Machinery and inputs 
needed by the newly expanding industries will probably account 

for 60% of the total, 10% for agricultural goods, and 10% for 
consumer goods. In real terms both imports and exports are slated 
to grow by about 12% a year for the next ten. By 1980 they are 
each expected to account for 80% for GNP. Major imports from the 
world in the last two years are shown below. Imports from the 
United States appear on page two. 
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TAIWAN'S IMPORTS FROM WORLD 


Machinery 
Electrical/Electronic Goods 
Basic Metals 

Agricultural Goods 
Chemicals 

Transportation Equipment 
Others 


Total 


1978 


US$ Mil. 
1,589 
1,303 
1,337 
1,107 
1,197 
945 
831 


2,718 


11,027 


(%) 


(14.4) 
(11.8) 
(12.1) 
(10.0) 
(10.9) 
( 8.6) 


( 7.5) 


(24.7) 


(100.0) 


1979 


2,176 
1,714 


1,631 


1,479 


1,489 
1,351 
1,175 


3,759 


14,774 


* U. S. GOVERNMENT PRINTING OFFICE: 1980—341-007/319 


a 
(14.7) 
(11.6) 
(11.0) 
(10.0) 
(10.1) 
( 9.1) 
( 8.0) 
(25.4) 


(100.0) 








